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Community Reinvestment Act: Regulation and 

Legislation 



Summary 

The Community Reinvestment Act (CRA) addresses how banking institutions 
meet credit needs in low- and moderate-income (LMI) neighborhoods and certain 
other criteria. As implemented by the four federal banking regulatory agencies, CRA 
requires paperwork and generates cost in reporting qualifying activities. Some regard 
it as government-required credit allocation, while others view it as providing 
justifiable community investments. The Gramm-Leach-Bliley Act (P.L. 106-102) 
reemphasized CRA’s goals, yet relieved banks from part of the regulatory burden it 
imposes on banking institutions. According to several studies, CRA is the most 
burdensome federal regulation on banks. Others suggest that without CRA many 
depository institutions would not invest in LMI communities. 

The federal depository institutions’ regulatory agencies — the Board of 
Governors of the Federal Reserve System, the Federal Deposit Insurance 
Corporation, the Office of the Comptroller of the Currency, and the Office of Thrift 
Supervision — have been implementing rules governing CRA compliance. In the 
2005-2007 period, they have been issuing new rules for CRA compliance, including 
levels of examination for different-asset-size institutions, and issuing guidance on 
how institutions may acquire CRA credit by engaging in specific banking activities 
(e.g., providing small-dollar consumer loans to LMI consumers in their 
communities). Regulators are also implementing a provision of the Financial 
Services Regulatory Relief Act of 2006, which qualifies more small depository 
institutions for fewer CRA on-site examinations. 

In the 1 10 th Congress, the Community Reinvestment Modernization Act of 2007 
(H.R. 1289) was introduced in the House of Representatives on March 1, 2007, and 
was referred to the House Committee on Financial Services. It would repeal the 
recent rules implemented by the regulatory agencies that some believe weakened the 
enforcement of the 1977 CRA. H.R. 1289 would amend the Bank Holding Company 
Act of 1956 (BHCA) to subject nonbank affiliates of bank holding companies to 
CRA if they engage in lending or offer banking product services. Satisfactory CRA 
ratings would be required of securities companies’, mortgage banks’, and insurance 
companies’ affiliates of financial holding companies. 

H.R. 1289 directs the Secretary of Housing and Urban Development to establish 
requirements for insurers to submit information annually regarding noncommercial 
insurance, rural insurance, and investments by insurers. Under this title, the 
Financial Institutions Examination Council is directed to maintain a comprehensive 
database containing the hierarchical structure of financial holding companies, bank 
holding companies, depository institutions, and non-depository institutions. For 
mergers and acquisitions, financial institutions would be required to have ( 1 ) a public 
meeting and (2) a period for public comment regarding branch closures. It would 
also amend the CRA to subject all regulated financial institutions, regardless of size 
or aggregate assets, to a mandatory biennial examination. 

This report will be updated as developments warrant. 
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Introduction 

The Community Reinvestment Act of 1977 (CRA, P.L. 95-128, 12 U.S.C. §§ 
2901-2908) and the Community Reinvestment Modernization Act of 2007 (H.R. 
1289) address how banking institutions meet credit needs of their low- and moderate- 
income (LMI) neighborhoods and certain other criteria. The law, P.L. 95-128, as 
implemented by the four federal banking regulatory agencies, 1 requires much 
paperwork and expense. According to several studies, CRA is the most burdensome 
banking law on the books. One study estimated that the ongoing operating cost of 
complying with the CRA averaged $69,579 per financial institution. 2 From the point 
of view of consumer advocacy, CRA is regarded as economically justifiable credit 
allocation that provides large community benefits. The Gramm-Leach-Bliley Act 
(P.L. 106-102) reemphasized CRA, yet relieved banks from it in pail as reflected in 
the less stringent 2005 CRA rules. 

The Community Reinvestment Modernization Act of 2007 (H.R. 1289) was 
introduced in the House of Representatives on March 1, 2007, by Representative 
Eddie Bernice Johnson of Texas and was referred to the House Committee on 
Financial Services. The bill would repeal the 2005 compliance rules for depository 
institutions issued by the federal regulatory agencies. Some financial analysts and 
consumer advocacy groups believe that the 2005 rules dilute enforcement of the 
Community Reinvestment Act of 1977. Among its provisions, H.R. 1289 would 
extend CRA regulations to the nonbank financial services affiliates of bank holding 
companies that engage in lending or offer banking products or services. 

This report begins with a brief outline of the CRA statute and the regulations. 
It also assesses the costs and the benefits of the 1977 act. The report then turns to 
regulatory agencies’ recent CRA compliance rules. The two last sections of the 
report briefly summarize the provisions of the Community Reinvestment 
Modernization Act of 2007 and conclude with some implications. 



1 The federal financial institutions regulatory agencies consist of the Board of Governors of 
the Federal Reserve System, the Federal Deposit Insurance Corporation, the Office of the 
Comptroller of the Currency, and the Office of Thrift Supervision. 

2 Marrinan Barefoot & Associates, Inc., Anjan V. Thakor, and Jess C. Beltz, Common 
Ground: Increasing Consumer Benefits and Reducing Regulatory Costs in Banking, 
Madison Wise.: Herbert V. Prochnow Education Foundation, 1993; and Gant Thornton, 
“Regulatory Burden: The Cost to Community Banks,” Study Prepared for the Independent 
Bankers Association of America, January 1993, p. 15. 
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Statute 



Background 



In reaction to perceptions that banks were not providing housing finance 
resources to inner cities, preferring instead to make larger, more profitable 
international loans, Congress enacted the Community Reinvestment Act of 1977 
(CRA). It has evolved beyond housing markets, to consumer and business lending, 
community investments, and low-cost services. To illustrate, in April 2007, the 
agencies offered banks and thrifts favorable CRA considerations if they established 
a low- and moderate-income (LMI) homeowner program that would transition 
troubled borrowers from higher- to lower-cost loans to help mitigate the impact of 
subprime mortgage lending on the housing market and the economy. 3 Several states 
also have separate community reinvestment laws applicable to banking institutions 
under their supervision. 

As an obligation associated with the safety net of federal deposit insurance, the 
current CRA law does not cover credit unions or insurance and securities companies. 
It imposes no statutorily set rules. CRA literally requires that a federal banking 
regulatory agency evaluate how each of its regulated institutions affirmatively meets 
“the credit needs of its entire community, including low- and moderate-income 
neighborhoods, consistent with the safe and sound operation of such institution,” and 
“take such record into account in its evaluation of an application for a deposit facility 
by such institution.” It thus encourages socially responsible funding and deposit 
services to areas and entities of low- and moderate-income. Its application often 
involves sociological mandates going beyond income. 4 

Regulation 

Four federal regulators administer CRA. They are the Office of the Comptroller 
of the Currency (OCC), for national banks; the Federal Reserve System (Fed), for 
state banks belonging to it and holding companies owning banks; the Federal Deposit 
Insurance Corporation (FDIC), for state banks not belonging to the Federal Reserve; 
and the Office of Thrift Supervision (OTS), for savings associations. Until 1989, this 
act had little effect because of restrictions on mergers and acquisitions as well as the 
Glass-Steagall Act of 1933, which restricted the mixing of banking and commerce, 
as well as the banking industry’s preoccupation with the savings and loan debacle. 
The agencies applied 1 2 criteria under CRA beginning in 1 990, which required banks 
and thrifts to complete much paperwork. Dissatisfaction among lenders and 
community groups emerged. 5 President Clinton called for reform in 1993. By 1997, 



3 Federal Reserve Board, “Federal Regulators Encourage Institution to Work with Mortgage 
Borrowers Who Arc Unable to Make Their Payments,” Joint Press Release, April 17, 2007, 
p. 1. [http://www.federalreserve.gov/boarddocs/press/bcreg/2007/20070417/default.html], 

4 P.L. 102-233 as amended by P.L. 102-550 gives losses resulting from branches transferred 
to minority- and female -owned institutions positive CRA credit. P.L. 102-550 allows 
cooperation with minority- and female-owned institutions to receive such credit. 

5 Michael S. Barr, “Credit Where It Counts: The Community Reinvestment Act and Its 
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